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SPRING EXAMINATIONS 


The regular spring examinations of 
the Institute and of 31 codperating state 
boards of accountancy were held simul- 
taneously on May 14th and 15th. The 
results of the examinations graded by 
the Institute’s board of examiners, in 
percentages of candidates who passed 
and failed, will be published in a sub- 
sequent Bulletin. 


OFFICERS OF INSTITUTE ATTEND 
STATE SOCIETY MEETINGS 


INDIANA 


Colonel Robert H. Montgomery, presi- 
dent of the American Institute of Ac- 
countants, was the principal speaker at 
the annual meeting of the Indiana Asso- 
ciation of Certified Public Accountants 
held on May 9th at Indianapolis. 

The directors of the association met 
during the morning, and a general ses- 
sion, devoted to business, was held in the 
afternoon. Colonel Montgomery spoke at 
the annual dinner, which was held at the 
Indianapolis Athletic Club. J. R. Whar- 
ton, of South Bend, president of the as- 
sociation, presided. Officers elected and 
other details of the meeting will be an- 
nounced later. 


OHIO 


John L. Carey, secretary of the In- 
stitute, during the week from May 4th 
through May 11th, attended meetings 
of certified public accountants in five 
Ohio cities, arranged by officers of the 
Ohio Society of Certified Publie Ac- 
countants and its chapters and by local 
members of the Institute. 

The following cities were visited: Co- 
lumbus, May 4th; Dayton, May 5th; 
Cincinnati, May 6th; Toledo, May 8th, 
and Cleveland, May 11th. 

Mr. Carey described to the Ohio ac- 
countants the current activities of the 
Institute and stressed the present need 
for strong local and national profes- 
sional organizations and close codpera- 
tion among accountants in every part of 
the country through their accredited or- 
ganizations. A detailed account of these 
meetings will be published in a subse- 
quent Bulletin. 


INSTITUTE COMMITTEE TESTIFIES ON 
FEDERAL TAX PROPOSALS 

After painstaking study of the pro- 
posed revenue act of 1936, taxing undis- 
tributed earnings of corporations, which 
has been passed by the house of represen- 
tatives and is now before the senate, the 
committee on federal taxation of the 
American Institute of Accountants, on 
May 7th, filed with the senate committee 
on finance, during hearings on the bill, a 
memorandum commenting at length on 
details of the measure and offering alter- 
natives to provisions which it held to be 
inequitable or impracticable. 

The committee was represented by 
Victor H. Stempf, of New York, its 
chairman. Mr. Stempf, in an oral state- 
ment, made it clear that the committee 
did not consider it within its province 
to discuss social or political questions 
and had, therefore, limited its comments 
to questions of an accounting nature 
raised by the proposals. The memoran- 
dum states the opinion of the committee 
that it would not be wise to substitute a 
new and involved system of taxation, 
from which the potential yield is con- 
jectural, for a method which has, during 
more than twenty years, been developed 
to a reasonably fixed or determinable 
basis. It contains the solution of a hy- 
pothetical tax calculation which, in the 
opinion of the committee, demonstrates 
the complexity of the computations nec- 
essary to determine tax liability under 
the proposed act. 

Mr. Stempf offered the assistance of 
his committee in any further study of 
the tax proposals or in the drafting of . 
amendments to the present bill. 

Following is the text of the commit- 
tee’s memorandum : 

SENATE FINANCE COMMITTEE, 
Washington, D. C. 
Sirs: 

The committee on federal taxation of the 
American Institute of Accountants has no 
authority to speak for the members of the 
Institute upon social or political questions, 
and this memorandum, therefore, will deal 
solely with questions of an accounting na- 
ture raised by the proposals. 

(1) Analysis of the statement submitted by the 
treasury in support of the bill leads the committee, 
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as accountants, to question the validity of the esti- 
mate of increase in revenue made by the treasury. 


The formal statement submitted by the 
treasury in support of the proposal reads as 
follows: 


“Estimated revenue under pro to tax 
undistributed corporate — 


“Tt is estimated that if a tax on undis- 


tributed corporate profits were imposed, 
accompanied by the repeal of the present 
corporate income, capital-stock, and excess- 
profits taxes, and the elimination of the 
present exemption of dividends from nor- 
mal tax, the net increase in revenue based 
on calendar year 1936 incomes would be 
about $620,000,000. The following table 
summarizes the basic data underlying this 
estimated increase: 


“Estimate of taxable base and revenue, calendar year 1936—Corporations 
showing net income 
(In millions of dollars) 


1. Statutory net income 7,200 
2. Taxes included in (1) to be repealed: 
Capital-stock tax 103* 
Excess-profits tax ‘5 
3. Dividends received not included in (1), 90 percent. of total dividends received 1,000 
4. Aggregate taxable income 8,308 
5. Cash dividends paid 3,540 
6. Withheld earnings, (4) less (5) 4,768 
7. Estimated tax on (6), assuming distribution to individuals, plus normal tax on 
present dividends 1,752 
8. Loss in revenue from repeal of corporate income, capital-stock and excess- 
profits taxes 1,132 
9. Net increase in revenue. 620 
*Total estimated capital-stock tax of both net income and deficit corporations, $163,000,000. 
"Corporate statutory net income and dividend distribution" 
(In thousands of dollars) 
Total cash 
dividends Net cash 
Total cash Dividends Net cash paid by dividends 
Statutory dividends received, dividends corporations paid by 
net paid, all all id, wing net income® 
Years income corporations corporations corporations netincome _—_ corporations 
1923.............. $ 8,321,529 $4,169,118 $ 870,088 $3,299,030 $3,820,620 $ ...... 
7,586,652 4,338,823 915,216 3,423,607 
1925........... 9,583,684 5,189,475 1,175,481 4,013,994 4,817,301 
.. 9,673,403 5,945,293 1,506,154 4,439,139 5,530,211 
1927.............. 8,981,884 6,423,176 1,658,076 4,765,100 
1928........... .. 10,617,741 7,073,723 1,916,671 5,157,052 6,585,169 
11,653,886 8,355,662 2,593,052 5,762,610 7,841,802 
1930.............. 6,428,813 8,202,241 2,571,231 5,631,010 6,841,050 338... 
1931............ .. 3,683,368 6,151,082 1,969,229 4,181,853 3,871,880 2,640,000 
1932.......... 2,153,113 3,885,601 1,259,982 2,625,619 2,320,386 1,570,000 
1933.............. 2,985,972 3,127,459 1,025,709 2,101,750 2,385,889 1,600,000 
1934° 4,220,000 3,300,000 1,025,000 2,275,000 2,540,000 1,750,000 
1935°............. 5,500,000 3,600,000 1,120,000 2,480,000 2,990,000 2,060,000 
1936°.......... - 7,200,000 3,900,000 1,200,000 2,700,000 3,540,000 2,430,000 
* Estimated. \ 
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It is not clear whether the table here re- 
produced is intended to represent what is to 
be expected in a typical year, or whether it 
represents what is to be expected under the 
special circumstances of the year 1936. Since 
the president in his message spoke of the 
need “to raise by some form of permanent 
taxation an annual amount of $620,000,000”, 
and said, further, that the proposals could 
“be put into practice so as to yield the full 
amount of $620,000,000”, it seems proper to 
regard the treasury statement as the esti- 
mate for a typical year, based on the as- 
sumption that in that typical year taxable 
net income as measured under the present 
statute would be $7,200,000,000. 

The estimate contemplates that under the 
proposed law a complete distribution of 
corporate income will take place, or that, 
alternatively, taxation on any amounts un- 
distributed will yield at least as much as 
would be paid by individuals if those 
amounts were distributed. The main source 
of increased taxation relied upon is an in- 
erease of dividend distributions to individ- 
uals over that which would otherwise take 
place. It follows that the validity of the 
computation of the fiscal results turns mainly 
on the fairness and the comparability of the 
estimate of the amounts that would be dis- 
tributed under the iaw as it now stands, and 
under the proposed law respectively. 

With the proposal, the treasury submitted 
a table showing corporate net income and 
dividends (actual or estimated) over a period 
of fourteen years. Examination of that table 
shows that in the years for which actual or 
approximate figures are available the per- 
eentage of dividends paid to aggregate tax- 
able income was in every case higher than 
the percentage assumed for 1936. Over the 
last ten years, the average percentage of dis- 
tribution, according to the treasury’s method 
of computation, was slightly less than 59% 
of aggregate taxable income as compared 
with rather less than 43% assumed for 1936 
or the typical year. If the estimates of dis- 
tribution under existing law in the typical 
year were raised to 59%, the estimated cash 
dividends would be increased and the dis- 
tributions attributable to the new proposals 
decreased by about $1,300,000,000. Such a 
revision would gravely affect the estimate of 
revenue increase to be produced by the pro- 
posed law as given on line 9 of the table. 


If the table is regarded as an estimate of 
the effect of the proposed change not in a 
typical year but on the actual revenues to 
be received in 1937 on the basis of taxable 
income for 1936, the criticism takes a dif- 
ferent form. Even on that basis it would 
seem that the estimate of cash dividends to 
be paid under the existing law is too low, 
and the estimate of gain in taxation from 
the new proposals correspondingly over- 
stated. 

(11) A further important question, however, 
arises from the nature of corporate dividend prac- 
tice in general. 

Normally, the corporate income of a year 
is distributed partly within that year and 
partly in the early months of the succeeding 
year, and the bill as originally drafted rec- 
ognized this practice and levied the tax ac- 
cordingly. The practice is world-wide and 
financially sound, and students of taxation 
have regarded it as fiscally desirable in that 
it tended to smooth out the extreme fluctua- 
tions in the yield from the income tax, which 
constitutes perhaps the most serious objec- 
tion to that form of taxation. It is now 
conceded by the treasury that unless this 
practice is changed the estimate now under 
consideration could not be expected to be 
realized in 1937, and a late amendment in 
the house limits the credits for dividend dis- 
tribution to the amount actually distributed 
within the taxable year. While this amend- 
ment may make good an obvious defect in 
the estimate, it seems to us calculated at best 
to secure a temporary advantage at the ex- 
pense of practicability, sound financial pro- 
cedure, and permanent fiscal advantage. 

The provision regarding dividends, as it 
now stands, will make it incumbent upon 
management to estimate its earnings for the 
year, or at least for the last quarter, in 
order to determine the amount of dividend 
to be distributed within the taxable year. 
From an accounting standpoint this creates 
a far more vexing problem than is apparent 
and likewise poses a financial dilemma which 
may, for example, involve corporate direc- 
tors in personal liability for the illegal dis- 
tribution of dividends. As to accounting 
difficulties, one may exemplify the point by 
stating that in the great majority of busi- 
nesses the ascertainment of earnings depends 
vitally upon the fair determination of the 
amount of inventories at the close of the 
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year. Such determination cannot be made in 
the average case (even upon the basis of 
perpetual inventory records) until after the 
close of the year. Similarly, the audit and 
adjustment of liabilities, accruals and re- 
serves have a material bearing upon earn- 
ings. This adjustment likewise cannot be 
made until after the close of the year. To 
ignore factors such as these is contrary to 
the tenets of sound management. 


(111) In the table presented by the treasury, 
which we have quoted, an amount is shown on line 
6—"Withheld earnings, (4) less (5) . . . 4,768 
(million dollars)". The way in which this figure is 
arrived at is quite clear, but the description of that 
amount as “withheld earnings" seems to us to be 
open to grave criticism. 


It is difficult to conceive of any sense in 
which the expression could be used and right- 
fully applied to the figure in question. ‘The 
natural interpretation is that under the ex- 
isting law $4,768,000,000 of income available 
for distribution to stockholders would be 
withheld from distribution; but, quite apart 
from the question we have raised as to the 
correctness of the assumption on which this 
figure is based, it is clear upon the face of 
the table that, on the assumed figures and 
under the existing law, approximately $1,- 
100,000,000 of this amount would be paid 
to the government in taxes and could not be 
paid to stockholders as dividends. 

It is evident from the president’s message 
that he fell into this natural interpretation— 
otherwise, he would not have made the state- 
ment which appears on page 3 of the 
hearings: “Thus the treasury estimates that, 
during the calendar year 1936, over 41 bil- 
lion dollars of corporate income will be with- 
held from stockholders.” It seems to this 
committee a matter for regret that the treas- 
ury should have put out statements open to 
such a natural but incorrect interpretation 
and as a result should have put the presi- 
dent in the position of creating a clearly 
unfounded impression on a matter of so 
much importance. 


(IV) The hearings indicate that the treasury has 
given considerable thought to the tendency of the 
proposals to lead to increased holdings of tax-ex- 
empt bonds by wealthy individuals. 


It is not clear that the treasury has made 
adequate allowance for the effect of the pro- 


posal in the form of increased holdings by 
charitable institutions of corporate stocks 
which to them would, under the proposals, 
be completely tax exempt. 


(V) As accountants, the members of the com- 
mittee are keenly alive to the multiplicity of cases 
of individual injustice which result from frequent 
changes either in the scheme or scale of income 
taxation. 


The committee believes that radical 
changes should be made only after the most 
careful consideration. Examination of the 
record does not indicate that such considera- 
tion has already been given to the present 
proposals. In the course of the house hear- 
ings, it was stated by the general counsel of 
the treasury that opinions on the measure 
from competent persons outside the govern- 
ment had not been sought, and the many 
changes which have been found necessary 
since the proposals were first put forward 
suggest that many practical aspects of the 
question had not been appreciated by the 
proponents. 

The exceptions which have been intro- 
duced into the proposed act are an acknowl- 
edgment of circumstances under which the 
contemplated legislation may work undue 
hardships and injustice, but these are the 
more obvious exceptions relative to deficits, 
contracts not to pay dividends, debt-ridden 
corporations, ete. Undoubtedly, there are 
many other situations in which injustice may 
be done, which may be disclosed only by 
deliberate research. 

This committee believes it unsound to 
jeopardize the future of the great number 
of medium-sized corporations which are 
struggling back to sound financial condition 
by relieving corporations of the present tax 
on income to the extent distributed, and 
substituting a new basis of taxation, at high 
rates, which must contain, inevitably. a new 
field of accounting difficulties and complexi- 
ties of corporate finance. The present 
method, involving the direct application of 
stated rates of tax on corporate income has 
taken more than twenty years to evolve a 
reasonably fixed or determinable basis, in 
which there remain present many differences 
between taxable net income on the one hand 
and corporate net income determined on the 
basis of recognized, sound accounting prin- 
ciples on the other hand. These differences 
inject uncertainties into the conduct of cor- 
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porate business, which plague management, 
cumulatively, for periods of two or three 
years, or more, in respect to the federal in- 
come-tax liability relative to each fiscal year; 
but within fairly certain minimum and max- 
imum limits of amount in the light of pre- 
eedent established by decisions of the courts, 
board of tax appeals, ete. The proposed 
legislation will magnify the uncertainties of 
corporate accounting and finance by adding 
other unknown quantities to the equation 
pursuant to which the tax is determinable, 
e.g., the final determination of “adjusted net 
income” will have a vital bearing upon the 
amount of surplus available for distribution 
and, similarly, a vital bearing upon the 
amount of dividends to be distributed to 
minimize the tax on undistributed income. 
Subsequent revision of adjusted net income 
by the treasury department may have a fatal 
effect upon the financial condition of a cor- 
poration by reason of irrevocable actions, in 
respect of dividends or otherwise, taken by 
the management on the basis of “adjusted 
net income” originally detcrmined in good 
faith. Furthermore, section 14 of the pro- 
posed act provides an alternative tax in 
eases where the accumulated earnings and 
profits are less than the adjusted net income, 
ie., eases in which a corporate deficit is in- 
volved. The act does not define “accumulated 
earnings and profits.” Does it contemplate 
deficits determined on the basis of recognized 
accounting principles, or a statutory deficit 
representing an accumulation of “adjusted 
net income (or loss)” after giving effect to 
statutory dividends? Does such statutory 
sarplus or deficit have to be reconstructed 
from March 1, 1913? Section 16 provides 
“relief” relative to the excess of “debts” over 
“accumulated earnings or profits.” If the 
latter is a deficit, does the act contemplate 
the addition of such deficit to the “debts” to 
determine the “debt excess”? These factors 
are indicative of the character of the uncer- 
tainties which will arise to complicate the 
determination of tax liability. 


(VI) From the accounting standpoint there is 
an objection to the bill in that it will tend to in- 
crease greatly the importance of allocation of 
profits to particular years. 


Under the existing law, considerable in- 
justice results from readjustment by the 


treasury of allocations made in good faith 
by the taxpayer. Up to now, this injustice 


had been felt mainly in the field of individ- 
ual incomes; in the case of corporations, 
with the rate of tax fairly stable, the cases 
of major injustice have been limited to 
those in which the treasury made realloca- 
tions which decreased the taxable income of 
a year in respect of which recovery of the 
tax was barred by statute, and increased that 
of a year in respect of which collection could 
still be made. With a steeply graduated tax, 
measured not by the full amount of the in- 
come but by the residuum undistributed, the 
importance of reallocations and the prob- 
abilities of injustice arising therefrom will 
be greatly increased. 

As examples of items of income or ex- 
pense, the allocation of which is frequently 
challenged by the treasury department, there 
may be cited income which has been the sub- 
ject of litigation, losses from bad debts or 
worthless investments, depreciation, addi- 
tional assessments of state franchise taxes, 
claims paid as a result of litigation, ete. 

If the form of taxation of undistributed 
income proposed in the house bill be enacted; 
we urge that some provision be made where- 
by the uncertainties relative to reallocation 
of income between years be alleviated. 


(VII) The existence of serious abuses through 
personal holding companies is recognized, but we 
believe it should be possible to deal with that spe- 
cific evil otherwise than by measures which would 
apply equally to corporations in respect of which 
no siilmar abuse exists. 


Section 102 of the proposed act extends 
to stockholders of personal holding compa- 
nies the right to elect to have their entire 
pro rata shares, whether distributed or not, 
of the retained corporate net income for the 
taxable year, included in their personal tax- 
able net income as if such income had been 
distributed. Such personal holding compa- 
nies were covered by section 351 of the 1934 
revenue act. Section 102 of that act did not 
include personal holding companies, but re- 
lated to all corporations “improperly accum- 
ulating surplus” and extended to all such 
corporations the right of electing to have 
such income taxed as if distributed, whereas 
the proposed act, as stated above, limits this 
right to personal holding companies and to 
the other special classes of corporations 
mentioned in section 102(a). We recom- 


mend that this right be extended to any and 


all corporations wishing to avail themselves 
of the privilege. 
(VIII) Until the enactment of the national indus- 


trial recovery act in 1933, the federal income-tax 
laws provided for the carrying forward of net 


The repeal of the “carry-forward” provi- 
sion was, in our opinion, ill advised, in that 
it taxed income which was sorely needed to 
rehabilitate the finances of corporations 
which had suffered serious losses in prior 


years and which were least able to pay taxes. . 


We advocate the restoration of the carry- 
over of net losses. Moreover, as it usually 
takes corporations several years to recover 
from the effects of a series of unprofitable 
years, or even from one very bad year, it is 
suggested that provision be made to carry 
forward net losses for a period of say five 


years. 


(IX) It has been stated that the advocates of 
taxation of undistributed income approached the 
subject with the conviction that this form of tax 
would answer a long felt need for simplification of 
the tax structure. 


It is quite evident from an examination 
of the provisions of the proposed law that 
simplification has not been attained or even 
approached. The lengthy and involved cal- 
culations necessary to determine what the 
tax under the revenue act of 1936 will be 
and what dividends may be declared, even 
in plain cases, are illustrated by the follow- 
ing problem: 

Corporation A had a deficit of $15,000.00 


I. Tax computed under schedule II-A: 
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and admissible debts totalling $60,000.00 at 
December 31, 1935. Its adjusted net income 
for the calendar year 1936 amounted to $35,- 
000,00. The directors decided that the debt 
excess should be amortized over the five years 
commencing January 1, 1936. Compute the 
tax payable (a) if no dividend distribution 
is made, (b) if a dividend of $10,500.00 is 
distributed in the year 1936. 

It will be observed that the above problem 
is about as simple as could have been se- 
lected. All amounts are in round numbers, 
the deficit is predetermined, the dividend is 
exactly 30% of the net income and there are 
no such complications as foreign-tax credit 
in respect of which the taxpayers have an 
option which must be exercised before filing 
a return and the selection of one or other of 
the alternatives might materially alter the 
situation. 

As differences between taxable income and 
book income have existed under prior reve- 
nue acts, no such differences have been in- 
troduced in this example although they 
would affect the computation of tax under 
section 14(a). Also, as the corporation’s ad- 
justed net income is over $10,000.00 and 
under $40,000.00 and as it had both a deficit 
and a debt excess at December 31, 1935, four 
computations of tax have to made under 
both (a) and (b) to determine which method 
is applicable. 

The computations of tax under section 13 
(schedules II-A and III), section 14(a) and 
section 16(b), where there is no dividend 
distribution, are as follows: 


Rate of tax, per schedule II-A for no divi- 


dend distributions—4214% 


Tax on adjusted net income of $35,000.00 at 


424% 


$14,875.00 


II. Tax computed under schedule III: 


(A) Computation of tax under schedule I: 


Adjusted net income 


Less tax thereon under schedule II-A, as 


above 


Undistributed net income 


Percentage of undistributed to adjusted 


net income 


Applicable tax rate, per schedule I: 


(75 + 55/100 X (57.5 — 30)) 
Tax on $35,000.00 at 22.625%. 


$ 7,918.75 
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(B) Computation of tax under schedule II: 
Adjusted net income in excess of $10,000.00 
Tax at 4214% (rate determined under 

schedule II-A) 


Total tax under schedule III 


III. Tax computed under section 14(a): 
(1) Tax under section 14(a) (1): 
Adjusted net income 
Less surplus (before taxes) at December 
31, 1936 


Tax thereon at 15% 
(2) Tax under section 14(a) (2): 
Adjusted net income 
Less: 
Portion of adjusted net income taxed 
in 14(a) (1) 
Tax computed under section 14(a) (1) 


Adjusted net income for computation of 
tax 


(a) Computation of tax under schedule 
II-A: 
Tax at 4214% (rate applicable when 
no dividends paid) 
(b) Computation of tax under schedule 
III: 
(A) Computation of tax under sched- 
ule I: 
Adjusted net income, above.................. 
Less tax thereon under schedule IT-A, 
above 


income. 


Undistributed ne 

Percentage of undistributed to ad- 
justed net income 

Applicable tax rate, per schedule I 
(7.5 + 55/100 X (57.5 — 30)).... 


Tax on $17,750.00 at 22.625%. 
(B) Computation of tax under sched- 
ule II: 
Adjusted net income in excess of 
$10,000.00 
Tax thereon at 4214% (rate deter- 
mined under schedule IT-A)............ 


$15,000.00 
2,250.00 


$17,750.00 


7,543.75 
$10,206.25 


57.5% 


22.625% 


$ 7,750.00 


$25,000.00 


$35,000.00 
20,000.00 


$15,000.00 


$35,000.00 


17,250.00 


17,750.00 


$ 7,543.75 


$ 4,015.94 


3,293.75 


10,625.00 
$18,543.75 


$ 2,250.00 


Applicable tax under section 14 
the lower of (a) or (b) 
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(a) (2)— 


Total tax under section 14(a) 
IV. Tax computed under section 16(b) :* 
(1) Tax under section 16(b) (1) 


Admissible debt at December 31, 


7,309.69 


$ 9,559.69 


1935 $60,000.00 


Surplus at December 31, 1935 


“Debt excess” 


Deficit 


000.00) 


Tax at 221%4% on one-fifth thereof ($12,- 


$60,000.00 


$ 2,700.00 


(2) Tax under section 16(b) (2) 


Adjusted net income 
Less: 


$35,000.00 


Portion of adjusted net income taxed 


in 16(b) (1) 


Tax computed under section 16(b) (1) 


Adjusted net income for computation of 


tax 


$12,000.00 
2,700.00 


14,700.00 


$20,300.00 


(a) Computation of tax under schedule 


II-A: 


Tax at 4214% (rate applicable when 


no dividends paid) 


$ 8,627.50 


(b) Computation of tax under schedule 


(A) Computation of tax under sched- 


ule I: 


Adjusted net income, as above 


$20,300.00 


Less tax thereon, under schedule II- 


A, above 


Undistributed net income 


8,627.50 
$11,672.50 


Percentage of undistributed to ad- 


justed net income 


57.5% 


Applicable tax rate, per schedule I— 
(7.5 + 55/100 X (57.5 — 30)).... 


ure II: 
Adjusted net income in 


Tax on $20,300.00 at 22.625% 
(B) Computation of tax under sched- 


22.625% 


$ 4,592.88 


excess of 


$10,000.00 


Tax thereon at 42144% (rate deter- 
mined under schedule II- 


Applicable tax under section 16 
the lower of (a) or (b) 


$10,300.00 


A) 4,377.50 


$ 8,970.38 


(b) (2)— 
8,627.50 


Total tax under section 16(b) 


added to the admissible debt to obtain the amount o 


$11,327.50 


*This calculation has been made on the count on that a net deficit at December 31, 1935, should not be 


debt excess. 
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Summary 
Tax computed under schedule II-A .. $14,875.00 
Tax computed under schedule 18,543.75 
Tax computed under section 14(a).... 9,559.69 
Tax computed under section 16(b).... 11,327.50 


Under section 17, the applicable tax is, therefore, the tax computed under section 14(a), 
$9,559.69 


The surplus of the corporation at December 31, 1936, would then amount to $10,440.31, 
as follows: 


Net income for year 1936 (before tax)........ $35,000.00 
Less: 
Deficit at December 31, 1935.......................- $15,000.00 
Provision for tax on 1936 income.............. 9,559.69 
24,559.69 
Surplus, December 31, 1936 $10,440.31 


If the directors decide to pay a dividend of $10,500.00 in 1936, new computations, 
which are even more complicated than the first set, have to be made under the same four 
methods in order to determine the tax and whether the corporation will be in a position, 
after providing for taxes, to pay such dividend. The computations follow: 


I. Tax computed under schedule II-A: 


Adjusted net income $35,000.00 
Dividend credit $10,500.00 
Percentage of dividend credit to adjusted 
net income 30% 
Rate of tax, per schedule II-A, for above caaeramane 
percentage of distribution 27.5% 
Tax on adjusted net income of $35,000.00 at ae 
2714% $ 9,625.00 


II. Tax computed under schedule III: 
(A) Computation of tax under schedule I: 


Adjusted net income $35,000.00 
Less: 

Dividend credit $10,500.00 

Tax under schedule II-A, as above........ 9,625.00 

20,125.00 

Undistributed net income $14,875.00 
Percentage of undistributed to adjusted 

net income 42.5% 
Applicable tax rate, per schedule I (7.5 + 

55/100 X (42.5 — 30)) 14.375% 
Tax on $35,000.00 at 14.375%.................--. $ 5,031.25 


(B) Computation of tax under schedule II: 
Adjusted net income in excess of $10,- 


000.00 $25,000.00 
Tax thereon at 2712% (rate determined 


under schedule II-A) 6,875.00 
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III. Tax computed under section 14(a): 
(1) Tax under section 14(a) (1): 
Adjusted net income 
Less surplus (before taxes and dividends) 
at December 31, 1936. 


Tax thereon, at 15% 

(2) Tax under section 14(a) (2): 

Adjusted net income 
Less: 

Portion of adjusted net income taxed 

in 14(a) (1) 

Tax computed under section 14(a) (1) 


Adjusted net income for computation of 
tax 

(a) Computation of tax under schedule 
II-A: 


Adjusted net income 


Dividend credit 
Percentage of dividend credit to ad- 
justed net income 
Tax rate per schedule II-A (9 + % 
(71 — 59.1549) ) 
Tax on adjusted net income of $17,- 
750.00 at 13.4419% 
(b) Computation of tax under schedule 
III: 


(A) Computation of tax under sched- 
ule I: 
Adjusted net income, above.................. 
Less: 
Dividend credit.......... $10,500.00 


II-A, above ............ 2,385.94 


$15,000.00 
2,250.00 


$17,750.00 


$10,500.00 


59.1549% 
13.4419% 


$17,750.00 


Undistributed net income...................... 
Percentage of undistributed to ad- 
justed net income 
Applicable tax rate, per schedule I 
(3.5 + 4/10 (27.4032 — 20))........ 


Tax on $17,750.00 at 6.4613%............ 
(B) Computation of tax under sched- 
ule IT: 


Adjusted net income in excess of 
$10,000.00 


Tax thereon, at 13.4419% (rate de- 
termined under schedule II-A)........ 


$ 7,750.00 


$35,000.00 
20,000.00 
$15,000.00 


$35,000.00 


17,250.00 
$17,750.00 


$ 2,385.94 


$ 1,146.88 


1,041.75 
$ 2,188.63 


$ 2,250.00 


| 
| | 
| 
Tax under Schedule 
$ 4,864.06 
| 27.4032% | 
6.4613% 
| 
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Applicable tax under section 14(a) (2)— 
the lower of (a) or (b) 


IV. Tax computed under section 16(b) :* 
(1) Tax under section 16(b) (1): 
Admissible debt at December 31, 1935 
Surplus at December 31, 1935 


“Debt excess” 
Tax at 2214% on one-fifth thereof ($12,- 
000.00) 
(2) Tax under section 16(b) (2): 
Adjusted net income 
Less: 


Portion of net income tened 
in 16(b) (1) $12,000.00 
Tax computed under section 16(b) (1) — 2,700.00 
Adjusted net income for computation of 
tax 
(a) Computation of tax under Schedule 
II-A: 
Adjusted net income, as above................ $20,300.00 
Dividend credit $10,500.00 
Percentage of dividend credit to ad- 
jusied net income 51.7241% 
Tax rate, per schedule II-A (15 + % 
(55 — 51.7241)) 16.638% 
Tax on adjusted net income of $20,- 
300.00 at 16.638% 
(b) Computation of tax under schedule 
ITI: 
(A) Computation of tax under sched- 
ule I: 
Adjusted net income above.................. $20,300.00 
Less: 
Dividend credit.......... $10,500.00 
Tax under schedule 
II-A, above ............ 3,377.51 13,877.51 
Undistributed net income $ 6,422.49 
Percentage of undistributed to ad- “~~ 
justed net income 31.6379% 
Applicable tax rate, per schedule 1 —-————— 
(7.5 + 55/100 (31.6379 — 30)).... 8.4008% 
Tax on $20,300.00 at 8.4008%............ 
(B) Computation of tax under sched- 
ule II: 
Adjusted net income in excess of 
$10,000.00 $10,300.00 


$60,000.00 
Deficit 


$60,000.00 


$35,000.00 


14,700.00 


$20,300.00 


$ 3,377.51 


$ 1,705.36 


2,188.63 
$ 4,438.63 


$2,700.00 


*This calculation has been made on the assumption that a net deficit at December 31, 1935 should not 


be added to the admissible debt to obtain the amount of debt excess. 
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Tax thereon at 16.638% (rate deter- 


mined under schedule II-A) 


Applicable tax under section 16(b) (2)— 


the lower of (a) or (b) 


1,713.71 


$ 3,419.67 


3,377.51 


$6,077.51 


Summary 


Tax computed under schedule II-A.. 
Tax computed under schedule IIL...... 


$ 9,625.00 


11,906.25 


Tax computed under section 14(a) 


Tax computed under section 16(b).. 


4,438.63 
6,077.51 


The applicable tax is, therefore, the tax computed under section 14(a), $4,438.63. 
The surplus of the corporation at December 31, 1936, would now amount to $5,061.37, 


as follows: 
Net income for year 1936 (before tax)........ $35,000.00 
Less: 
Deficit at December 31, 1935.................. $15,000.00 
Dividends paid 10,500.00 
Provision for tax on 1936 income.......... 4,438.63 
29,938.63 
Surplus, December 31, 1936 $ 5,061.37 


The proposed revenue act will also add to 
the work of the bureau of internal revenue. 
If any adjustment is made upon examina- 
tion of the return, the tax will have to be 
recomputed, and this involves the use of all 
four tables in order to ascertain which one 
of the tables will apply after making the re- 
computation. 


(X) The committee recommends a further change 
in the provisions of section 115(c) of the proposed 
law, to apply the “recognition percentages” to 
capital gains and losses alike. 


Under section 117(a) of the existing law, 
if a stockholder makes a sale or exchange of 
his stock in a corporation, and has held his 
stock more than a year, only a portion of 
the gain is taxable, the portion depending 
upon the length of time the stock is held. 
The same principle is applied when bonds 
are redeemed. However, under section 115(c), 
if capital stock is retired, the gain to the 
stockholder is 100 per cent. taxable, regard- 
less of how long the stock has been held. If 
the retirement of stock results in a loss to 
the stockholder, only a portion of the loss is 
deductible, as in the case of a sale. 


The proposed revenue act partially cor- 
rects this injustice by making the recogni- 
tion percentages set forth in section 117(a) 
applicable to certain gains on liquidation in 
addition to all losses. The gains to which 
the percentages apply are those realized in 
the case of amounts received under a plan to 
liquidate the corporations, provided that the 
plan specifies that the liquidation shall be 
completed within a certain period not ex- 
ceeding two years from the close of the tax- 
able year during which is made the first of 
the series of distributions. Thus the incon- 
sistency in the treatment of gains and losses 
still remains in the case of partial liquida- 
tions or of complete liquidations which un- 
der the liquidation plan take more than two 
years to complete. There is no apparent 
reason why the same principle should not 
be applied to partial liquidations or liqui- 
dations which require more than two years 
to complete. 

The report of the committee on ways and 
means states that the present rule which 
requires a taxpayer in the case of a complete 
liquidation to be taxed on 100 per cent. of 
the gain is preventing liquidation of many 
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corporations and that the change recom- 
mended in the house bill should therefore 
bring about a substantial increase in the rev- 
enue. It is equally true that the present 
rule is preventing the partial liquidation of 
many corporations, and a limitation on the 
taxable gain in the case of distributions in 
partial liquidation should likewise increase 
the revenue. The law already contains a 
provision to prevent abuses where the dis- 
tributions have the effect of a dividend 
(section 115(g)). It is particularly desir- 
able that the principle be extended at least 
to redemptions of preferred stock which do 
not differ greatly in nature from redemption 
of bonds. If the principle is to be confined 
to complete liquidation it seems essential that 
the two-year period be extended to five years 
since it is impossible to complete many liqui- 
dations in two years. 

A further question arises in the case of 
corporations which may be the recipients of 
such distributions in liquidation. There is 
no apparent reason why the same “recogni- 
tion percentages” should not be applied in 
the case of corporations. 


(XI) As to affiliated companies, the committee 
recommends the restoration of consolidated returns, 


The revenue act of 1934 abolished the 
privilege granted to affiliated corporations to 
file consolidated income-tax returns, except 
as to railroad companies. Inasmuch as sub- 
sidiary companies are often organized mere- 
ly in order to comply with the requirements 
of various state laws or to minimize risk in 
opening up new territory for the corpora- 
tion’s business, or a new line of business, it 
is erroneous to treat them as entities distinet 
from the parent corporation. For all prac- 
tical purposes, they are branches or depart- 
ments of one enterprise. Therefore, as the 
treasury department pointed out to the ways 
and means committee when it was consider- 
ing the revenue act of 1934, the one way to 
secure a correct statement of income from 
affiliated corporations is to require a con- 
solidated return, with all inter-company 
transactions eliminated. This conforms to 
recognized, sound accounting practice. Oth- 
erwise, profits and losses may be shifted 
from one wholly-owned subsidiary to another 
in such a manner that the commissioner’s 
power to reallocate income is ineffectual, 
and their separate statements of income do 
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not present an accurate picture of the earn- 
ings of particular units. The administration 
of the income tax law is simpler with the 
consolidated return, as it conforms to ordi- 
nary business practice, enables the treasury 
to deal with a single taxpayer instead of 
many taxpayers, and eliminates the necessity 
for examining the bona fides of numerous 
inter-company transactions. 

Likewise from the standpoint of the tax- 
payers, in cases in which corporations fol- 
low the consistent practice of preparing con- 
solidated financial statements, the prepara- 
tion of related tax returns is simplified if 
done on a consolidated basis. 

Accordingly, it is suggested that the privi- 
lege of filing consolidated returns be re- 
stored, with a differential in rate of tax of 
1 or 2 per cent. on corporations availing 
themselves of this privilege. 


(XII) The committee suggests that the provi- 
sions of section 117(a) relative to “recognition per- 
centages” of capital gains and losses be applied 
to individuals and corporations alike. 


It has been stated that one of the pur- 
poses of the proposed law is “to provide a 
fairer distribution of the tax load among all 
the beneficial owners of business profits, 
whether derived from unincorporated enter- 
prises or from incorporated businesses.” In 
harmony with this objective, the committee 
believes that equality of treatment should be 
accorded individuals and corporations rela- 
tive to capital gains and losses, and to that 
end suggests that the “recognition percent- 
ages” prescribed in section 117(a) of the 
proposed act be extended to corporations as 
well as to other taxpayers. 

We direct attention particularly to certain 
accounting difficulties and attendant injus- 
tices which will arise out of the application 
of the proposed form of tax on undistributed 
income incident to the statutory limitation 
of $2,000.00 relative to capital losses in the 
ease of a corporation. A simple example 
will demonstrate the subject. 

If a moderate sized corporation were to 
incur a capital loss of $22,000.00 (without 
offsetting gains), its surplus legally avail- 
able for distribution will be reduced by that 
amount. However, its statutory adjusted 
net income will be reduced by only $2,000.00. 
As previously pointed out in this memoran- 
dum the term “accumulated earnings and 
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profits” has not been defined in this act, nor 
has the meaning of that term been estab- 
lished conclusively under prior acts. It is 
logical to assume that the term may mean 
an accumulation of “adjusted net income” 
rather than ordinary corporate surplus de- 
termined on the basis of recognized sound 
accounting principles. Therefore, its statu- 
tory “accumulated earnings and profits” may 
be reduced likewise by only $2,000.00. The 
difference of $20,000.00 may represent the 
difference between an ordinary corporate 
deficit determined on the basis of recog- 
nized sound accounting principles on the 
one hand, and from the standpoint of the 
tax on undistributed profits, an excess of 
“accumulated earnings and profits” over “ad- 
justed net income” on the other hand, thus 
presenting a dilemma in which the corpora- 
tion may not be able to distribute a divi- 
dend legally and yet may not come within 
the technical meaning of section 14 of the 
proposed act entitling it to the “relief” in 
respect of “accumulated earnings and profits 
less than adjusted net income” at the close 
of the taxable year. 

The foregoing example raises the more 
serious consideration of whether the limita- 
tion of net capital losses to $2,000.00 should 
not be eliminated, and, certainly, suggests 
the necessity for a conclusive definition of 
“accumulated earnings and profits” in the 
proposed act. 

Prior to the enactment of the revenue act 
of 1932, capital gains and losses were 
treated alike. Since 1932, increasing limita- 
tions have been placed upon the deduction 
of capital losses, induced, no doubt, by the 
fact that falling security prices were enab- 
ling many taxpayers to reduce greatly, and 
sometimes offset altogether, their other tax- 
able income. These limitations have been 
placed upon all capital losses, without re- 
gard to the obvious distinction between losses 
on securities which, as a matter of choice, 
may have been taken primarily to offset 
other taxable income and losses arising from 
the sale, out of business necessity, of other 
capital assets. The failure to differentiate 
between these two types of losses has been 
the cause of hardship in many cases. We 
recommend the removal of the provision 
limiting losses to $2,000.00. If, however, it 
is thought that the allowance of a deduction 
for all capital losses would be injudicious, 


provision should be made for the deduction 
of losses arising from the sale, out of busi- 
ness necessity, of capital assets other than 
securities. 

(XII1) As to intercorporate dividends, the com- 
mittee believes that the existing abuse, if any, 
should be dealt with otherwise than by measures 


which apply equally to corporations relative to 
which no similar abuse exists. 


Under section 13 of the proposed revenue 
act of 1936, the “adjusted net income” is re- 
duced by the dividend credit provided in sec- 
tion 27 to determine the amount of “undis- 
tributed net income.” In connection with 
the corporation credit for dividends paid, 
section 27 (j) (4) states that if 80 per cent. 
or more of the gross income of the corpor- 
ation is derived from dividends, the credit 
for dividends paid to a corporation owning 
50% or more of the stock of the paying cor- 
poration shall be allowed only to the extent 
that they are attributable (proportionately) 
to the gross income not derived from divi- 
dends. This provision constitutes a drastic 
intensification of the provision of section 
23(p) of the revenue act of 1934, as amend- 
ed, which, if enacted, will drive out of ex- 
istence a form of intercorporate relationship 
used in many instances for the practical con- 
venience of legitimate enterprises in the con- 
duct of businesses involving nation-wide 
operations. Such intermediate holding com- 
panies are often organized as a convenience 
to management in controlling the adminis- 
tration of subsidiaries (separately formed to 
comply with the requirements of varying 
state laws or to minimize the risk in devel- 
oping new territories, ete.), all of which are 
in fact branches or departments of one en- 
terprise. The taxable income of such groups 
is best determined on the basis of consoli- 
dated returns, as stated in paragraph XI of 
this memorandum. Under provisions per- 
mitting consolidated returns such intercor- 
porate dividends would not be taxable at all. 
This latter basis is in accord with recognized 
sound accounting principles. 


(XIV) Our committee recommends the retention 
of the present form of corporate income tax, at 
higher rates if necessary; coupled with a modifica- 
tion of proposed taxation of undistributed in- 
come. 


The committee questions the advisability 
of abandoning the existing form of corpo- 
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rate income tax which has taken more than 
twenty years to develop to a reasonably fixed 
or determinable basis, and considers the 
adoption of the proposed form of taxation 
premature, hazardous and unduly complex. 

Summarizing briefly the reasons advanced 

in the foregoing paragraphs, it is believed: 

(1) That the potential revenue to be de- 
rived from the proposed legislation 
is conjectural ; 

(2) That the objective of simplification 
has not been attained, and that the 
provisions of the bill are in fact 
extremely complex; 

(3) That the proposed form of taxing un- 
distributed income will create a new 
field of problems of accounting and 
corporate finance which will aggra- 
vate the existing difficulties of de- 
termining the tax liability ; 

(4) That the administration of the act by 
the bureau of internal revenue will 
be far more difficult than at pres- 
ent with attendant increased costs; 

(5) That the proposed act will inflict un- 
due hardship upon a large group of 
moderate-sized corporations having 
meager reserves, many of which are 
struggling to overcome the burden 
of accumulated deficits. 


Assuming that, after the utmost degree of 
economy has been attained, there remains an 
urgent need for immediate additional rev- 
enue, the committee recommends: 


(1) That the existing form of corporate 
income tax be retained, at increased 
rates if necessary ; 

| (2) That the existing personal exemp- 

tions be reduced in order to broad- 
en the base of the normal tax, or 
that the same result be attained by 
an irrecoverable withholding at the 
source in respect of fixed or deter- 
minable income of the character re- 
quired to be included in informa- 
tion returns under the existing law; 

(3) That the normal tax be increased, 
and/or the normal tax be applied 
to dividends, if necessary ; 

(4) That the principle of taxing undis- 
tributed income be applied at a low 
rate on a fixed base, to avoid the 
complexities inherent in the house 
bill arising from the application of 
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variable rates to variable bases. 
This may be accomplished by sub- 
jecting to this form of supertax the 
excess of “adjusted net income” 
over the sum of (a) the corporate 
income tax on such income and 
(b) dividends paid during the tax- 
able year. 

(5) As an alternative proposal respecting 
taxation of undistributed income 
and as an incentive to increased 
dividends, the following method 
should be considered: In conjunc- 
tion with a higher corporate in- 
come-tax rate (applied directly to 
the fixed or determinable base of 
“adjusted net income” as hereto- 
fore) a “draw-back” at a fixed rate 
(applied directly to the amount of 
dividends paid during the taxable 
year) may be allowed as a credit 
against the corporate income tax. 
This basis also avoids the mathe- 
matical complications of a variable 
rate on a variable base. It would 
seem logical that the larger the rate 
of “draw-back” the greater would 
be the incentive to increased distri- 
bution of dividends (within the lim- 
its of sound financial practice) re- 
sulting in a greater yield from the 
surtax on individual incomes. 


Respectfully submitted, 


AMERICAN INSTITUTE OF ACCOUNTANTS, 
Committee on Federal Taxation, 


Victor H. Stempr, 
Chairman. 


DEVELOPMENT OF THE INSTITUTE 

A subcommittee of Pittsburgh mem- 
bers of the American Institute of Ac- 
countants has been formed, with the 
approval of the president, by O. G. Rich- 
ter, member of the special committee 
on development of the Institute. The 
members of the subcommittee are: 

O. G. Richter, chairman 

Ernest Crowther 

Adrian F. Sanderbeck 

Irwin C. Snyder 

J. C. M. White 


This brings the total of such subcom- 
mittees in various cities to 28. 
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AUDITS UNDER NEW REGULATIONS OF 
FEDERAL HOME LOAN BANK BOARD 


Through amendment of regulations of 
the federal home loan bank board apply- 
ing to insured savings and loan associa- 
tions, the Institute has learned, emphasis 
has recently been shifted away from 
audits by independent certified public 
accountants toward audits by the exami- 
nation division of the board. On the 
basis of this change, the president of the 
federal home loan bank in a southern 
district recently circularized insured 
savings and loan associations suggesting 
that independent audits be dispensed 
with in favor of audits by the examina- 
tion division of the board ‘‘in the inter- 
ests of economy.’’ When this informa- 
tion was reported to the Institute, the 
president appointed a special committee 
consisting of Frank S. Glendening, of 
Philadelphia, chairman, Morris J. Hoe- 
nig, of Newark, and A. P. McCarroll, 
of New York, to confer with representa- 
— of the federal home loan bank 


This committee met with members of 
the board at Washington on April 10th. 


The regulations of the federal home 
loan bank board for federal savings and 
loan associations, as revised June, 1935, 
contained the following section: 


“Section 18—For the protection of its 
members and the public each federal sav- 
ings and loan association shall be audited 
at least annually by a qualified accountant 
not otherwise employed by the association. It 
shall be examined at least annually as pre- 
scribed by the board. The cost of such ex- 
aminations, as determined by the board, shall 
be paid by the association.” 

The board makes a distinction between 
the words ‘‘audit’’ and ‘‘examination’’. 
It considers it necessary that each in- 
sured association be examined from time 
to time by the examining division of the 
board, but the examination intended 
is not as complete as that understood by 
the term ‘‘audit’’. 

The Institute’s committee was in- 
formed that, in response to requests by 
many of the association themselves, par- 
ticularly small ones, the board had 


agreed that the required audits might be 
made, at the request of an association, 
by the board’s examiners, thus avoiding 
duplication of effort which might arise 
through having the required ‘‘examina- 
tion’? and required ‘‘audit’’ made by 
different parties. Accordingly, the regu- 
lation quoted above was amended as of 
January 25, 1936, to read as follows: 

“For the protection of its members and 
the public, each federal savings and loan 
association shall be examined and audited 
(with appraisals when deemed advisable) at 
least annually by the examination division 
of the board. The cost as determined by the 
board, of such examination, including office 
analyses thereof, audit, and any appraisals 
made in connection therewith, shall be paid 
by the institution examined. In any case 
where an association secures an audit of its 
affairs annually by a qualified accountant 
not otherwise employed by the association 
and in a manner satisfactory to the board, 
a copy of such audit, signed and certified 
by the auditor making it, shall be filed 
promptly with the board. In such case the 
audit provided for in connection with the 
examination shall be eliminated at the re- 
quest of the association.” 


The Institute’s committee was assured 
that it is not the policy of the board to 
build up a staff of examiners to conduct 
audits of insured associations, nor to dis- 
courage the engagement of certified pub- 
lie accountants to conduct sucia audits. 
Representatives of the board, however, 
pointed out that many of the smaller 
associations can not afford to pay the cost 
both of the board’s examination and of 
an audit by a certified public account- 
ant. It was also stated that in many 
cases where independent audits are con- 
ducted by certified public accountants, 
the reports submitted have been in such 
diverse forms, the certificates so broadly 
qualified and the audit procedures so 
various that the reports are not satisfac- 
tory for the purposes of the board. 

It was proposed that the Institute and 
the board endeavor to work out accept- 
able audit programs, forms of financial 
statements and a form of auditor’s cer- 
tificate or report acceptable to all con- 
cerned, which the Institute might then 
bring to the attention of all certified 
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public accountants through the advisory 
council of state society presidents. 

On May 1st the members of the ad- 
visory council of state society presidents 
were informed of the outcome of this 
conference. The Institute’s committee is 
at present engaged in a study of forms 
of financial statements and auditor’s re- 
port which it might submit to the home 
loan bank board for its consideration. 


SPRING MEETING OF COUNCIL 


Time and space permitted inclusion 
in the April Bulletin of only an outline 
of the proceedings of the meeting of 
council of the American Institute of Ac- 
eountants on April 13th, and accord- 
ingly the following additional report is 
published for the information of the 
membership : 


Apvisory CouNCIL 


A communication from W. L. Clark, 
president of the Oklahoma Society of 
Certified Public Accountants and chair- 
man of the advisory council of state so- 
ciety presidents, was considered at 
length by the council of the Institute. 
The letter, which was in response to a 
request for suggestions, proposed three 
ways in which the Institute might ex- 
tend the services which it renders to the 
profession. The first dealt with regional 
meetings. The chairman of the advisory 
council had recently written the individ- 
ual presidents of the several state socie- 
ties suggesting that occasional regional 
meetings, sponsored jointly by groups 
of state societies and by the American 
Institute of Accountants, might be of 
value in bringing information on broad 
professional problems before individual 
certified public accountants, in increas- 
ing acquaintance among accountants in 
different states, and in facilitating mu- 
tual understanding of the problems and 
objectives of the state and national or- 
ganizations. Mr. Clark reported that the 
response to this idea had been generally 
favorable, and suggested that the Insti- 
tute render all possible assistance to the 
State societies in carrying out the pro- 


He also suggested that a periodic pub- 
lication be produced by the Institute 


through which information could be dis- 
seminated concerning those phases of 
the practice of public accounting which 
can be learned only by long experience, 
in other words, data on professional 
problems which would be of direct prac- 
tical benefit to the recipients. Considera- 
tion is being given to the possibility of 
modifying or expanding the monthly 
Bulletin of the Institute by the inclusion 
of material of this type, or the possi- 
bility of serving the same purpose 
through establishment of a research and 
statistical department as soon as the 
necessary funds are available. 


Mr. Clark’s third suggestion was that 
the Institute serve as a sort of labora- 
tory on state legislation, and assemble 
data to be used by state societies in op- 
posing accountancy legislation of an un- 
desirable character. 

This communication as a whole was 
referred to the special committee on de- 
velopment of the Institute for study. 
The council will doubtless receive a re- 
port later as to the extent to which it 
seems practicable to carry out the sug- 
gestions. 

EDUCATION 


The committee on education reported 
that it is considering the possibility of 
recommending subjects to be included 
in college courses intended to train stu- 
dents for the professional practice of 
accountancy. The committee is seeking 
the codperation of state societies which 
have given consideration to this subject 
and other phases of accountancy educa- 
tion. 


PUBLICATIONS 


The council received a report from 
the committee on publications showing 
steady increase in the circulation of the 
Journal of Accountancy and the Bul- 
letin, and encouraging sales of the two 
books published so far during the fiscal 
year, Legal Responsibilities and Rights 
of Public Accountants and Examination 
Questions, May, 1932, to November, 
1935. It was announced that a volume 
of unofficial answers to the examination 
questions was on the press and that 
Lumber Accounts by Walter Mucklow, 
would be published in the early summer. 
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State LEGISLATION 

A study of ways and means by which 
the voluminous information in the Insti- 
tute’s files on various aspects of state 
accountancy legislation could be made 
readily available to members and to 
state societies has resulted in several 
suggested plans, from which the com- 
mittee on state legislation expects soon 
to make a selection. 

The committee reported to the coun- 
cil the dispatch to state societies of let- 
ters from business and financial organi- 
zations and government departments de- 
precating recent efforts to reduce stand- 
ards for the C, P. A. certificate. 

Correspondence with officers of state 
societies on proposed legislation has also 
been conducted by the committee. 

A resolution, recommended by the 
committee, disapproving bills which 
would have prohibited public account- 
ing firms from practising under firm 
names containing the names of persons 
no longer associated with the firm, was 
published in the April Bulletin. 


ACCOUNTING PROCEDURE 

The special committee on accounting 
procedure reported as its most import- 
ant activity the review of a guide for 
reporting corporation news, prepared 
by the Associated Press for use by its 
news editors, bureau chiefs and corre- 
spondents. The committee’s assistance 
had been acknowledged with thanks by 
the Associated Press. 


CoMMERCIAL ARBITRATION 

Discussions with the American Arbi- 
tration Association on the feasibility of 
a meeting in New York to focus atten- 
tion on the activities of accountants in 
commercial arbitration, and of investi- 
gation of the practicability of arbitra- 
tion in tax disputes, was reported by the 
special committee on commercial arbitra- 
tion. 

DEVELOPMENT OF THE INSTITUTE 

Organization of subcommittees on de- 
velopment of the Institute in 27 cities 
and a systematic investigation to de- 
termine the number of certified public 
accountants in various sections of the 
country who are eligible for admission 
to the Institute, was reported by the 


chairman of the special committee on 
development of the Institute. He also 
announced that applications for mem- 
bership from September 1, 1935, to April 
1, 1936, were double the number re- 
ceived during the same period in the 
preceding year. 


GOVERNMENTAL ACCOUNTING 


The chief activity of the special com- 
mittee on governmental accounting for 

the first half of the current year, it was 
reported by the chairman, consisted of 
codperation with the national committee 
on municipal accounting in drafting 
bulletins on suggested forms for munici- 
pal financial statements, accounting for 
publicly owned ‘utilities, and municipal 
accounting. 

The chairman of the special committee 
stated that he was planning to deliver a 
series of radio addresses on the place of 
accountancy in government. 


INVENTORIES 


Progress in conversations between 
representatives of the Institute and the 
American Petroleum institute on the 
question of inventory methods in the oil 
industry was reported by the special 
committee on inventories. 


NaTuRAL Business YEAR 

The formation of the Natural Busi- 
ness Year Council and a number of state 
councils modeled on similar lines; the 
cireularization of trade associations, 
chambers of commerce and other bodies 
with material explaining the advantages 
of the natural business year, and the 
compilation of a list of recommended 
closing dates for various types of busi- 
nesses were among the activities reported 
by the special committee on natural busi- 
ness year. Extended discussion of this 
subject by the council resulted in sug- 
gestions that an organized effort be made 
to obtain the codperation of local bar as- 
sociations throughout the country in se- 
lecting natural business years for new 
corporations, and that one partner in 
each accounting firm undertake a study 
of the fiscal years of the clients of that 
firm and endeavor to persuade those 
which would be well served to change to 
more suitable closing dates. 
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Pusiic Utinity ACCOUNTING 

The special committee on public 
utility accounting reported that it had 
advised the federal power commission 
on a proposed uniform classification of 
accounts for public utilities and li- 
censees subject to the provisions of the 
federal power act, and had conferred 
with the securities and exchange com- 
mission on a proposed uniform system 
of accounts for public-utility holding 
companies and mutual-service compa- 
nies. The committee also reported a sug- 
gestion of the executive committee that 
the special committee’s recommenda- 
tions in these matters be published for 
the information of the membership as 
soon as it could be done with propriety, 
that is, after the governmental bodies 
concerned had reached their own con- 
clusions. 


SECURITIES AND ExcHANGE COMMISSION 

It was reported that a special com- 
mittee of the Institute had worked ex- 
tensively with the securities and ex- 
change commission in consideration of 
proposed forms of reports to the com- 
mission under the securities act of 1933 
and the securities and exchange act of 
1934. 

‘*EXAMINATION OF FINANCIAL 
STATEMENTS’’ 


A resolution of the New York state 
society commending the bulletin Exam- 
ination of Financial Statements by In- 
dependent Public Accountants was re- 
ported by the special committee to revise 
federal reserve bulletin, and the council 
suggested that copies of the resolution 
be transmitted to all state societies. 


TERMINOLOGY 

It was reported that a committee of 
university instructors had submitted a 
number of suggestions on the draft re- 
vision of the report on accounting ter- 
minology prepared by the Institute’s 
special committee on terminology. It is 
expected that the Institute’s committee 
will meet during the spring to determine 
what changes should be made in the 
light of this criticism, following which it 
is hoped the report can be mimeo- 
graphed for limited distribution, and 
later can be published. 


PASSAGE OF FIRST C. P. A. LAW 
CELEBRATED AT NEW YORK 


The fortieth anniversary of passage of 
the New York state C. P. A. law, the first 
to be enacted in this country, was cele- 
brated at a banquet held on April 20, 
1936, at the Waldorf-Astoria hotel, New 
York, under the auspices of the New 
York State Society of Certified Public 
Accountants. 


The speakers were Norman E. Web- 
ster, chairman of the board of certified 
publie accountant examiners of New 
York state, Colonel Arthur H. Carter, 
former president of the New York state 
society, and William L. Ransome, presi- 
dent of the American Bar Association. 
James F. Hughes, president of the New 
York state society, presided. Among the 
guests were representatives of the Amer- 
ican Institute of Accountants, 
American Society of Certified Public 
Accountants, the Dominion Association 
of Chartered Accountants, state boards 
of accountancy, state societies of certified 
public accountants and other profes- 
sional organizations. Members of the 
New York state legislature and the judi- 
ciary also attended. 


Mr. Webster proposed a toast to the 
first certified public accountant law of 
the world. In responding, Colonel Car- 
ter took occasion to speak of the threat 
of bureaucratic control of the profession 
and to urge, as a preventive, that the 
profession discharge its full duty to the 
public. The government will try, he as- 
serted, to take over any function involv- 
ing protection of the public interest 
which is not assumed by business itself. 


“In my opinion,” Colonel Carter said, “the 
profession in this state and in the United 
States owes to itself and to the public the 
courage to express its views on matters 
which may have a bearing upon the conduct 
of banking, commerce and industry, just as 
our legal contemporaries so well express 
themselves on legislation and the adminis- 
tration of many proposed laws. If we, as 
a profession, are to assume this type of 
leadership in state and national affairs on 
matters of public interest, we must have the 
type of leadership required for such action 
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and unified state and national organiza- 
tions.” 

Judge Ransom, congratulating the 
accountants upon the anniversary of 
their law, stated that in the course of 
forty years the accountancy profession 
had come into being, risen to great 
prominence and usefulness and become 
virtually indispensable to modern busi- 
ness and present-day government. He 
spoke of the common interests of the 
professions, particularly those of ac- 
countaney and the law, saying, in part, 
the following: 

“Forty years is a mile-stone in the history 
of the public practice of accountancy in the 
United States. You do well to observe it, 
but this anniversary should also be noted by 
others. The history and the advance of any 
profession in the United States should be a 
matter of approving interest to the members 
_ of the other professions and to the public. 
After all, the characteristic of a profession, 
as distinguished from a business or a mere 
means of livelihood, is that the members of 
a profession acknowledged a public obliga- 
tion and are responsible to standards of 
honorable and competent public service that 
go beyond the pay received for such work. 

“The future of the professions in America 
seems to be fraught with uncertainties and 
dangers. The professions have much in 
common, in these respects. There is much 
in the mood of the times which challenges 
the independence and the courage of the pro- 
fessions. There are those who urge that, in 
the interests of a broader democracy of op- 
portunity, the high standards of education 
and ethical background should be broken 
down, in order to permit a promiscuous en- 
trance into the professions. 

“There are those in our midst who urge 
that the professions be ‘socialized’, be made 
subservient to government, be placed under 
political control, and be deprived of the 
status of doing independent work according 
to individual standards and responsibility 
and protected by a personal and confidential 
relationship to clients. Already there is a 
tendency to curb and impair the independ- 
ence and the functioning of the professions, 
by law and by administrative rules and regu- 
lations. Beyond a doubt there are those in 
this country who look upon the professions 
and their independence as obstacles to ambi- 


tious schemes for re-making the whole struc- 
ture of society. 

“An anniversary gathering such as this is 
truly an occasion of public importance. I 
am here to attest a realization, on the part 
of lawyers, that you and we have some com- 
mon problems and common tasks. Both pro- 
fessions likewise have high public responsi- 
bilities and duties, by way of zealous defense 
of the independence of the organized pro- 
fessions and the resolute enforcement of the 
most honorable standards of professional 
work.” 


The following message was received 
from Herbert H. Lehman, governor of 
New York: 


“As a former business man of many years 
experience, I, of course, know from first-hand 
knowledge the value of sound accounting 
work. Business confidence and credit depend 
very largely upon the accuracy of audits and 
accounting. Investors and creditors must 
base their judgments very largely upon fi- 
nancial statements. In the circumstances, 
there can be no question that the business 
and investing world gains directly in rela- 
tion to the completeness, the accuracy and 
the clarity of the work carried on by your 
association. 


“It is my hope that the accountants of 
this country will ever continue to set for 
themselves high standards. They have a 
great responsibility to the public and an 
opportunity of very real service.” 

All members of the council of the 
American Institute of Accountants were 
invited to attend the dinner, and several 
members remained at New York after 
their meeting on April 13th in order 
that they might be present. Altogether, 
fourteen representatives of the Institute 
were listed on the program as guests of 
the society. 

State accountancy board members who 
attended the banquet, members of the 
Institute’s board of examiners and for- 
mer members of the New York state 
board were invited by the New York 
board to be present at the first session 
of New York’s eighty-first certified pub- 
lie accountant examination, held on 
April 21st, followed by a luncheon at the 
New York Athletic Club. Percival F. 
Brundage and George K. Hyslop, of the 
Institute’s board, attended. 
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ANNUAL MEETING OF RHODE ISLAND 
SOCIETY OF C. P. A's. 


The largest attendance in recent years 
marked the annual meeting of the Rhode 
Island Society of Certified Public Ac- 
countants at the Narragansett hotel, 
Providence, April 21st. Townes M. Har- 
ris, retiring president of the society, 
opened the meeting, and after several 
matters of business had been disposed 
of the following officers were elected for 
the current year: Francis E. Welch, 
president; Albert E. Godfrey, vice- 
president; William B. M. Miller, secre- 
tary-treasurer; and Carl W. Christian- 
sen and Townes M. Harris, directors. 

Mr. Welch, after acknowledging the 
election, introduced John L. Carey, sec- 
retary of the American Institute of Ac- 
countants, who spoke on current prob- 
lems of the profession. He indicated the 
tremendous amount of work still remain- 
ing to be done in establishing proper 
standards of accountancy education, sci- 
entific selection of applicants for staff 
positions and regular methods of train- 
ing staff men to equip them for more 
responsible positions. He also referred 
to the burden imposed on the profession 
through the prevailing custom of calen- 
dar-year closings, and described the ef- 
forts of the natural business year council 
to encourage wide adoption of natural 
fiseal years by corporations. The secre- 
tary of the Institute also stressed the 
necessity for high professional and ethi- 
eal standards, quoting from proceedings 
of the securities and exchange commis- 
sion to illustrate practices which were 
being frowned upon by the financial 
public and, if persisted in, would bring 
the profession into disrepute. The need 
for technical and statistical information 
not now available to the profession was 
also stressed. 

In view of the comparatively small 
number of certified public accountants 
throughout the country, it was pointed 
out that an effective attack on these and 
other problems could be launched only 
through well organized state and na- 
tional associations, codperating closely 
with one another and receiving the sup- 
Port of the majority of the practising 
certified public accountants. 


On April 22nd, George B. Clegg was 
host at a luncheon attended by members 
of the Institute in Providence and the 
secretary of the Institute, at the War- 
wick country club, following which a 
number of those present played a round 
of golf. 

Prior to the society’s annual meeting 
the secretary of the Institute met with 
the members of the Rhode Island state 
board of accountancy and discussed 
problems related to C. P. A. examina- 
tions. 


DISCUSSION OF PROPER BASIS FOR 
QUARTERLY REPORTS 


The stock list committee of the New 
York stock exchange on March 23rd ree- 
ommended to listed companies that fu- 
ture reports of earnings issued quarterly 
be prepared on the basis of the preced- 
ing twelve rather than the preceding 
three months. On April 21st, the ex- 
change issued a statement amending this 
recommendation to request that reports 
of each quarter’s earnings be continued 
and, if practicable, they be accompanied 
by earnings reports for the preceding 
twelve months. 

A suggestion that both forms of re- 
ports be published simultaneously at the 
end of each quarter had been made by 
the American Institute of Accountants’ 
special committee on codperation with 
stock exchanges in a statement issued 
April 1st. The original recommendation 
of the stock list committee and the state- 
ment issued by the chairman of the In- 
stitute’s committee, were quoted in the 
Bulletin of the Institute for April 16, 
1936. Following is the second statement 
of the New York stock exchange which 
was issued on April 21st: 

“The committee on stock list, as of March 
23, 1936, sent a letter to all listed industrial 
and utility companies that report earnings 
more frequently than once a year requesting 
that twelve-months’ statements, issued quar- 
terly, be substituted for straight quarterly 
reports to which the public had become ac- 
eustomed. Objections raised by a large 
number of investors as well as by some cor- 
porations has prompted the committee to 
reconsider the entire question and to amend 
its previous recommendation. There is an 
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evident desire on the part of investors to 
have quarterly earnings statements issued in 
the same form as in the past. The commit- 
tee is now requesting that corporations 
continue to publish quarterly earnings state- 
ments in the same manner as heretofore. If 
they are also prepared to publish twelve- 
months’ reports at quarterly intervals, the 
committee would consider such additional 
reports to be of great value to the investing 
public. 


“The exchange has long urged the publi- 
cation of frequent earnings statements. It 
has not been unmindful of the various ob- 
jections that have been raised against this 
policy; it has recognized that quarterly in- 
come statements are often based upon esti- 
mates and allocations; that the relative 
importance of these elements is greater as 
the period covered by the statement is re- 
duced, and that there is danger that in- 
vestors may assign a disproportionate value 
to securities on the basis of indicated earn- 
ings for a short period. The exchange has 
recognized also that the earnings for particu- 
lar short periods may be affected by excep- 
tional transactions and special conditions. 
Nevertheless, the exchange has felt that, on 
the whole, the publication of frequent state- 
ments was in the best interests of investors. 


“For many years the most common form 
of statement by commercial and industrial 
corporations was that covering quarterly 
periods, and the exchange has exerted its 
influence ceaselessly to encourage publication 
of such statements. However, notice has been 
taken of the more recent practice on the 
part of some corporations to issue quarterly 
statements covering operations for a full 
year. The advantage of this method, as in- 
dicating a truer trend of earnings, is ap- 
parent. It is desirable, of course, that 
investors take into consideration the course 
of earnings for at least a year, rather than 
to attach exaggerted importance to those for 
briefer periods. It was with this thought in 
mind that the committee recently asked 
listed companies to submit twelve-months’ 
statements quarterly. The committee is now 
inviting the attention of listed companies to 
the desirability of issuing both forms of re- 
port, viz.: straight quarterly statements 
along with statements made quarterly on a 
twelve-months’ basis.” 


SUMMARY OF TAX LAWS PUBLISHED 
BY DOMINION ASSOCIATION 


A summary of the provisions of the 
tax laws of all Canadian provinces ex- 
cept one has just been published by the 
Dominion Association of Chartered Ac- 
countants. Similar information will soon 
be provided for Ontario, it has been an- 
nounced. 

The lack of published analyses of tax 
laws and regulations in Canada, such as 
are available in the United States, cre- 
ated the need for such a summary. <Ac- 
cording to the secretary of the Dominion 
Association, the information contained 
in this summary is not available from 
any other source except the statutes 
themselves. 

The association plans to supplement 
this information on provincial taxation 
by preparing each year a summary of 
= most recent amendments to the tax 

Ws. 


USE OF OPERATING STATISTICS WITH 
FINANCIAL STATEMENTS 


A public accountant in the south, it is 
reported, has made use of retail operat- 
ing statistics published by Dun & Brad- 
street, Inc., as a standard for comparison 
with the earnings statement of his 
client. The statistics consist of averages 
of operating items of a number of con- 
cerns in the same field. The accountant 
set forth the statistical averages on the 
right side of his client’s operating state- 
_— with comparable items on the same 

e. 

In reporting this incident, Dun & 
Bradstreet pointed out measures neces- 
sary to safeguard the statistical accuracy 
of such comparisons, saying that the 
averages used should be derived by sound 
statistical methods from homogeneous 
samples sufficiently large to be represen- 
tative. Factors which may distort results 
are differences in geographical location, 
differences in degree of mechanization of 
enterprises, differences in the proportion 
of instalment sales to total sales, and 
others. Figures should be properly 
weighted, either by elimination of ex- 
tremes before taking an average or by 
use of median values. 
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Proper description of the averages 
presented is stressed. They should be 
defined as to the year of operations rep- 
resented, the number of firms in the 
sample, whether they represent average 
or sucessful concerns and whether they 
are drawn from concerns in a particular 
territory or from the United States as a 
whole. 

As reported in earlier Bulletins, the 
research and statistical division of Dun 
& Bradstreet has compiled operating 
averages of various classes of retail con- 
cerns for the years 1934 and 1935, which 
are available to members of the Institute 
upon request. 


PLAN FOR LOCAL SETTLEMENT 
OF TAX DISPUTES 


In what it terms an effort to afford 
taxpayers a more convenient and less 
costly method of disposing of their tax 
questions and to expedite its own work 
of audit and investigation, the bureau 
of internal revenue has authorized the 
internal revenue agent in charge of the 
Cleveland division of the income-tax 
unit to issue final notices of deficiency 
and to assume other responsibilities for- 
merly reserved to the income-tax unit at 
Washington. It is expected that, should 
experience warrant it, the same proced- 
ure will be followed in other divisions. 

Following is the text of the announce- 
ment issued by the bureau of . internal 
revenue on March 31st: 

“As a further step in his plan to improve 
administration of the income-tax laws and 
to enable taxpayers to settle their cases at 
home, Commissioner Guy T. Helvering, bu- 
reau of internal revenue, has authorized the 
internal-revenue agent in charge of the 
Cleveland division of the income-tax unit, 
beginning April 1, 1936, to issue final notices 
of deficiency in income-tax cases (ninety-day 
letters). These letters represent the final 
notice under the statute to income taxpayers 
of the proposed assessment of additional 
taxes and advise them that upon petition, 
the case will become subject to the jurisdic- 
tion of the United States board of tax ap- 


“The commissioner has also authorized in- 
ternal-revenue agent in charge, John R. Kirk, 


at Cleveland, to assume the responsibilities 
and authority of the income-tax unit in 
Washington in the conduct of proposed in- 
creases in tax liability and in the considera- 
tion of the entire record in the endeavor to 
reach agreements with taxpayers or their 
counsel. The effort is to afford the taxpay- 
ers & more convenient and less costly method 
of disposing of their income-tax questions 
and to enable the bureau of internal revenue 
to expedite the work of audit and investiga- 
tion.” 


STATE LEGISLATION 


A bill to enact a two-class restrictive 
accountancy law in New York was in- 
troduced in the state legislature on April 
20th and referred to the education com- 
mittee. The bill was reported favorably 
by the senate committee and on April 
29th was placed on the calendar for a 
third reading. It is opposed by the New 
York State Society of Certified Public 
Accountants. 

The measure is known as senate bill 
1990. It provides that after December 
31, 1936, it shall be unlawful to engage 
in the practice of public accountancy 
without authorization by the state edu- 
cation department. <A certificate as a 
certified public accountant would be ac- 
cepted as such authorization. 

Authorization to practise as ‘‘public 
accountants’’ would, under the terms of 
the bill, be issued to all persons, apply- 
ing before October 1, 1936, resident in 
the state and of legal age and good moral 
character, who present satisfactory evi- 
dence that they were, at the time of en- 
actment of the bill or prior thereto, en- 
gaged in public accounting practice or 

experience as follows: 

(1) As an employee in responsible 
charge of public accounting engage- 
ments. 

(2) As an auditor or examiner of ac- 
counts in the federal, state or municipal 
service. 

(3) As a teacher of accountancy in a 
college or school officially recognized as 
maintaining a satisfactory standard. 

(4) As an accounting executive or 
comptroller of an extensive business or 
enterprise. 
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ACCOUNTANCY AND THE PRESS 


Following are brief excerpts from 
articles mentioning the American Insti- 
tute of Accountants, which have ap- 
peared in the public press during recent 
weeks : 

Plans for the annual convention of the 
American Institute of Accountants, to be 
held here in October, were launched in per- 
fecting of local committee organization at a 
luncheon of the committee on meetings at 
the Baker hotel Friday. 

The Texas Herald, Dallas. 


The council of the American Institute of 
Accountants will hold its regular spring 
meeting at 10 A. M. today at the offices of 
the Institute, 135 Cedar Street. Robert H. 
Montgomery, president of the Institute, will 
preside. 

The Times, New York. 


Certified public accountants of Rhode Is- 
land were urged last night by John L. Carey, 
secretary of the American Institute of Ac- 
countants, to codperate in the nation-wide 
effort now being made to induce industries 
to adopt fiscal years which conform to the 
natural cycle of their operations. 

Mr. Carey addressed members of the 
Rhode Island Society of Certified Publie Ac- 
countants at their annual meeting at the 
Narragansett hotel. 

The Journal, Providence. 


As to the working of this new taxation 
proposal, the more it is studied the more 
complications unfold. Some of these are 
commented upon in the current Bulletin of 
the American Institute of Accountants. The 
Institute’s committee on federal taxation has 
been studying the report of the subcommit- 
tee of the house ways and means committee 
on the subject and has obtained from repre- 
sentative members of the profession expres- 
sions of opinion thereon. 

The Times-Star, Cincinnati. 


At least ten local accountants are expected 
to take part Saturday, May 9th, in a meet- 
ing in Indianapolis of the Indiana Associa- 
tion of Certified Public Accountants. Colonel 
Robert H. Montgomery, New York, presi- 
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dent of the American Institute of Account- 
ants, will be a principal speaker. 
The Tribune, South Bend. 


The committee on federal taxation of the 
American Institute of Accountants has ob- 
tained from members of the profession ex- 
pressions of opinion on features of the pro- 
posed federal tax on undistributed earnings 
of corporations which, coming as they do 
from men interested only in an orderly eco- 
nomic structure, should be given the careful 
and serious consideration of congress. 

These opinions of the nation’s accountants 
and their summary very clearly show that 
industry would be halted, further intimidated 
and placed in a position where it would not 
expand if this tax goes through as it is pro- 
posed. 

The Commercial West, Minneapolis. 


When the president first suggested the 
revolution in corporate income taxes on 
March 3, the principal reason he gave for 
that tax was the need to raise $620,000,000 
“permanent” additional revenue by it. When 
the house ways and means committee had 
framed a tentative measure, spokesmen for 
the treasury estimated that it would yield 
this additional amount. The testimony be- 
fore the senate committee on Wednesday of 
George O. May, senior partner of the ac- 
counting firm of Price, Waterhouse & Co., 
and on Thursday of Victor H. Stempf, 
speaking for the American Institute of Ac- 
countants, seriously questions the accuracy 
of the treasury estimates. On the points 
that they raise it is the private accountants 
that appear to be clearly correct. 

The Times, New York. 


The Massachusetts Society of Certified 
Public Accountants, at its dinner meeting 
held last evening at the University Club, 
presented the awards of medals given annu- 
ally to the individuals who pass the yearly 
examinations for certified public accountants 
with the highest grade. 

The guest speaker was Maurice E. Pelou- 
bet, chairman of the board of examiners of 
the American Institute of Accountants. 

The Globe, Boston. 
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MEETINGS AND ELECTIONS 


Alebama Society of Certified Public Ac- 

countants 

Date: May 1, 1936, annual meeting. 

Place: Birmingham. 

Speakers: William D. Morrison, of Denver, 
president of the American Society of 
Certified Public Accountants, “Develop- 
ment of the accountancy profession.” 

C. E. Cole, of Birmingham, “Account- 
ing under social security legislation in 
Alabama.” 

Elections: President—James O. Screven, of 
Birmingham. 

Secretary-treasurer—J. J. Scarbrough, 
of Birmingham. 

Members of council—Gilbert F. Dukes, 
chairman, of Mobile. 

Edmund A. Chapman, of Birmingham. 
Charles H. Moses, of Birmingham. 
William J. Christian, of Birmingham. 
L. J. Richard, of Mobile. 


District of Columbia Institute of Certified 

Public Accountants, District of Columbia 

Bankers Association 

Date: April 21, 1936. 

Place: Washington. 

Speaker: Alexander Wall, secretary of the 
Robert Morris Associates, “Accountant, 
client and banker.” 


Florida Institute of Accountants, Jackson- 

ville Chapter 

Date: April 30, 1936. 

Place: Jacksonville. 

Speaker: Ben E. James, “The natural busi- 
ness year.” 

Elections: President—John E. Icenhour. 
Vice-president—John A. Hall. 
Secretary—E. T. LeBaron. 
Treasurer—J. W. Burke. 


Massachusetts Society of Certified Public 


Accountants 

Date: April 27, 1936. 

Place: Boston. 

Speaker: Maurice E. Peloubet, chairman of 
the board of examiners of the American 
Institute of Accountants, “Education for 
the profession of public accounting.” 


Awards: Jay S. Hoffman, gold medal, for 
obtaining certificate as certified public 
accountant at the 1935 examinations in 
Massachusetts with the highest rating 
of any examinee awarded a certificate. 
Janice E. Tarlin, silver medal, for ob- 
taining the highest rating at the 1935 
examinations without obtaining a cer- 
tificate. 

S. Forest Kelliher, honorable mention, 
for obtaining the second highest rating 
in the 1935 examinations. 

Nebraska Society of Certified Public Ac- 

countants 

Date: April 24, 1936. 

Place: Lincoln. 

Subject: “Problems in tax accounting.” 

Speakers: O. R. Martin, of Lincoln. 

I. Abramson, of .Omaha. 
Raymond H. Walker, of Lincoln. 


Pennsylvania Institute of Certified Public 

Accountants, Philadelphia Chapter 

Date: April 23, 1936. 

Place: Philadelphia. 

Speaker: Norman J. Lenhart, of New York, 
“Examination of Financial Statements 
by Independent Public Accountants.” 


Texas Society of Certified Public Account- 
ants, Houston Chapter 


Date: April 1, 1936. 

Place: Houston. 

Speaker: R. F. Ford, banker, “Financial 
statements from the viewpoint of the 
lender.” 

Elections: Chairman—Walter C. Burer. 
Secretary—Harry D. Hopson. 


Utah Association of Certified Public Ac- 


countants 
Date: April 16, 1936. 
Place: Salt Lake City. 


Speakers: D. G. Keyser, “The wonders of 

America,” illustrated with motion pic- 
tures. 
J. A. Barclay, president of the Salt 
Lake stock exchange, “Stock exchanges 
and the securities and exchange commis- 
sion.” 


Bulletin of American Institute of Accountants 


ANNOUNCEMENTS 


William H. Ball, of Detroit, announces 
that after July 1, 1936, his offices will be at 
717 Griswold building, Detroit. 


Bruck & Co. announce the removal of 
their offices to 551 Fifth avenue, New York. 


J. H. Gilby, of Chicago, formerly senior 
partner of the firm of Gilby, Penny, Hall & 
Co., which has been dissolved, announces the 
formation of the firm of J. H. Gilby & Co., 
with offices at 105 West Adams street, Chi- 
cago. 


Roy Hall, J. Leonard Penny and Burne A. 
Jackson announce the formation of a part- 
nership under the firm name of Hall, Penny 
& Jackson, with offices in the Bankers build- 
ing, 105 West Adams street, Chicago. 


Albert J. Wiley, John F. Block and John 
J. White, partners of James F. Welch & 
Co., Paterson, N. J., announce that the prac- 
tice established by Mr. Welch, whose death 
was announced in the April Bulletin, will be 
continued under the same firm name. 


Wolf & Co. announce the opening of an 
office in the Miners National Bank building, 
Wilkes-Barre. 


John W. Ballard, of Washington, D. C., 
spoke at a meeting of the Southwestern 
Building and Loan Conference, held April 
17th, on “Uniform financial statements for 
building and loan associations.” 


Erie A. Camman, of New York, addressed 
a meeting of the Canadian Society of Cost 
Accountants at Montreal, March 27th, on 
“Basic standard costs.” 


Roseoe C. Clark, of Memphis, has been 
appointed to the national enterprises com- 
mittee of the Memphis chamber of commerce. 


J. R. Cowan, of Tulsa, has been appointed 
to the committee on special conventions, re- 
tail trade extension division, of the Tulsa 
chamber of commerce. 


Henry B. Fernald, of New York, pre- 
sented a paper entitled “The present federal 
tax problem” at the convention of the Na- 
tional Metal Trades Association, held at New 
York on April 23rd. 


Louis 8. Goldberg, of Sioux City, is the 
author of an article entitled “Employee of 
employee-contractor under Iowa workmen’s 
compensation act,’ which appeared in the 
March issue of the Iowa Law Review. 


The April issue of Pennsylvania Bulletin, 
published by the Pennsylvania League of 
Building and Loan Associations, contains an 
article by Frank W. Harris, of Philadelphia, 
entitled “As I see the B. & L. in the future.” 


Eustace Le Master, of Spokane, has been 
elected vice-president of the Spokane, cham- 
ber of commerce, rather than president, as 
announced in the April Bulletin. J. I. Kin- 
man, also a certified public accountant, is 
president of the chamber. 


Andrew Stewart, of New York, has been 
appointed chairman of a committee to solicit 
contributions among accounting firms to the 
Citizens Family Welfare Committee. 


Clarence L. Turner, of Philadelphia, is 
the author of an article entitled “Highlights 
of Pennsylvania’s corporate income tax,” 
which appeared in the April issue of the 
Tax Magazine. Mr. Turner recently ad- 
dressed members of the Honorary Account- 
ing Society of Temple university on “The 
future of the accounting profession.” 


William R. Winn, of Williamsport, Pa., 
addressed members of the Williamsport Ro- 
tary club on “The natural business year” at 
a meeting held April 13th. 


E. S. Wooley, of New York, is the author 
of articles on problems of bank accounting 
which appeared in the February, March and 
April issues of the magazine Banking. 


